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Introduction 

Universities Scotland recognises that the university sector in Scotland cannot be 
insulated from the economic and public finance pressures Scotland will face in the 
next few years.  We realise that the investment targets we have set in recent years 
will not be achievable in 2010-11.  Therefore, in our evidence we are seeking to 
balance recognition of the pressures facing budgets with a concise account of the 
contribution universities can make towards achieving economic recovery.  We do 
not claim a simple connection between spending money on universities and 
immediate growth, but we want to make clear the extent to which recovery would 
be seriously hampered if the human and intellectual capital emerging from 
universities is reduced in volume or quality. 
 
Universities face a set of circumstances which, in certain respects, are not typical 
of other publicly funded sectors.  Like other sectors, the resources available to it 
are tight, and reductions in resource are bound to have adverse consequences for 
the volume of provision, or its quality, or a combination of both.  However, unlike 
other publicly-funded sectors universities use their core public funding to lever in 
substantial amounts from other sources.  In recent years for every £1 of additional 
public funding they have received Scottish universities have levered at least the 
same amount from other sources, delivering £2 or more of additional public benefit 
for every £1 of additional public investment.  Correspondingly, a reduction in public 
funding will result in a reduction in leverage power, and a reduction in public 
benefit significantly greater than the reduction in public funding.  This is 
exacerbated by the fact that universities generate large sums of money working 
with industry and there is a serious risk that this source of income may reduce 
during a recession (a factor which has much less impact on other publicly funded 
sectors).  Universities have also relied for part of the finance for their infrastructure 
strategies on long-term private borrowing from the banks.  Scottish universities 
have used such borrowing responsibly, and the banks have been prepared to lend 
to them on favourable terms.  In common with other sectors, universities now find 
the terms on which banks are prepared to lend have become significantly less 
favourable, and it is likely that universities will have to rely to a much greater 
extent on revenue income for infrastructure investment.  Finally, unlike most 
publicly funded sectors, universities really do function in a global market. 
Universities are the country’s fourth largest service sector exporter, which 
generates hundreds of millions of pounds of income for Scotland in overseas 
student fees and private sector research contracts.  These are at risk if potential 
students or businesses get the impression that Scottish universities are not being 
supported and are therefore becoming less competitive.   
 
It might be argued that the economic and financial crisis is global, and that a 
reduction in the public funding for Scottish universities will not lead to competitive 
disadvantage, since similar cuts will be happening everywhere.  However, not all 

 



 

countries are reacting in this way, and crucially some of our key competitors are 
actually increasing investment in the realisation of the favourable impact this will 
have on stimulating economic recovery.  The President of the European 
Commission, José Manuel Barroso, said recently that cutting public and private 
spending on education and research could have a ‘direct negative impact’ on 
future growth.  Similarly, President Obama’s $787 billion economic stimulus 
package includes $16 billion for research and a requirement that States should 
maintain funding for universities at 2006 levels (in real terms) through to 2011 
recognition of their role in America’s long-term economic recovery.  
 
The case we are making is basically a positive one.  Despite the flurry of comment 
and opinion which has appeared in the popular press in the UK, almost every 
expert continues to be of the view that the high-skill, high-innovation basis for 
recovery offered by our leading academics and the emerging generation of highly 
skilled Scots is our best hope for the future.  This hope exists because of the 
support they receive from the university sector. 
 
Universities recognise the short-term pressures.  It is also necessary to recognise 
the long-term reality of the kind of economy and society Scotland requires if it is to 
recover from this recession and then thrive.  Universities do not offer a short-term 
‘fix’, but we do offer an evidence-based explanation of how well-targeted support 
for innovation and top-level learning will contribute to building a prosperous 
Scotland benefiting from renewed and sustainable economic growth. 
 
Key factors to consider 

• Universities have a proven record on productivity and efficiency.  
Teaching in universities is now funded at little over half the unit of resource in real 
terms than it was 25 years ago.  During that period no other publicly funded sector 
has delivered a comparable increase in productivity and efficiency.  In recent years 
Scottish universities have demonstrated their continued commitment to the 
efficiencies agenda, delivering a combined total (with the FE sector) of £112million 
savings in the period 2005-08 through the Efficient Government Initiative; of which 
£39million was cash-releasing savings and £79million was time-releasing 
savings1. The sector is currently planning towards the ambitious target of 
£96million worth of additional savings for the period 2008-11. Scottish universities 
have proven themselves highly productive in the provision of research and 
commercialisation activity, when benchmarked against their international 
contemporaries. In research, Scottish higher education institutions were rated as 
top of their comparator group by an independent report for the number of citations 
(a measure of quality) per expenditure2. The sector’s research intensive 
institutions have also been found to significantly outperform the leading US 
institutions in their efficient production of outputs from commercialisation activity3. 
 
• 2007 spending review budget the tightest for universities since 
devolution.  Funding decisions made in the 2007 spending review meant that the 
                                                      
1 Scottish Government (2008) Efficient Government Efficiency Outturn Report for 2007/08 
2 Evidence ltd. (2007) Metrics for the Scottish Research base.  
3 University of Edinburgh, (2006) Comparison of exploitation performance of Scottish universities 
with US institutions  

 



 

period 2008/9 to 2010/11 represented the tightest funding round for universities 
since devolution.  This has already forced the sector to make difficult decisions in 
order to fulfil outstanding commitments such as that on staff pay, while ensuring 
that it still balanced the budget.  The outstanding performance by Scottish 
universities in the 2008 Research Assessment Exercise, with significant increases 
in both volume and quality of activity4, has increased the pressure, since the 
funding available is not sufficient fully to recognise the extent of the improvement. 
 
• Leverage potential.  Core public funding only accounts for approximately 53 
per cent of the sector’s total funding.  Almost half, 47 per cent of funding 
amounting to £1.06 billion in 2006/07 comes from other independent sources and 
from EU and the rest of the world5. Institutions have proved hugely successful at 
diversifying their sources of income so public funding, as a proportion of total 
funding, has decreased from over 80 per cent in the 1970s.  However public 
funding serves as the basis for leverage potential, helping institutions to establish 
the infrastructure and mechanisms needed to attract more funding from 
independent sources.  Knowledge transfer serves as a useful example of the 
leverage potential within the sector.  A fairly recent grant stream, the knowledge 
transfer grant (KTG) from the SFC was worth £19.1million of public money in 
2007/08 but generated £314.7million in knowledge transfer income6, giving a 
leverage of more than 1:16. 
 
• Increased demand on Scottish universities in current climate.  In contrast 
to most other industries in Scotland the recession has brought with it a surge in 
demand for the services of Scottish universities. Applications to study at first 
degree level are up by 5.8 per cent compared to last year across all age groups.  
‘Mature’ applicant numbers are up even more, by 8.5 per cent amongst 21-24 year 
olds and 15 per cent amongst those over 257.  Interface, the hub which helps 
businesses to source research expertise and skills from Scotland’s universities 
and research institutes, has seen double the monthly average number of enquiries 
this year as the same time last year as businesses, many of them SMEs8, 
recognise the potential returns from business process innovations.    
 
• What Was, What Next? Universities Scotland recently published a report 
entitled What Was, What Next? which was drafted on the advice of 10 leading 
economists. The evidence contained within the report indicates that Scotland’s 
medium to long term economic success will depend on the realisation of an 
innovative knowledge economy and that the labour market will continue to demand 
a higher skills profile.  Scotland has to retain a long-term focus and plan for the 
future.   
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4 2008RAE results and SFC press release reference: SFCPR/39/2008 
5 Higher Education Statistics Agency Finance Return 2006/07 
6 SFC Knowledge Transfer Metrics 2007/08 
7 UCAS applicants for 2009 entry as of 24 March 2009. 
8 Interface: www.interface-online.org.uk/
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